D
espite some turbulence in the financial markets, most notably the sub-prime mortgage crisis, the Melville Society had a respectable year in 2007. The Murray Endowment has posted a positive YTD return of 3.4%, the Cohen Fund has posted a 7.0% YTD return, and the Society's autumn solicitation of membership renewals stimulated a brisk response. Our active membership (those currently on the Leviathan mailing list) now stands above 460 members. Both the Murray Endowment and the Cohen Fund are invested in mutual funds that have received the highest or next-to-highest ratings from the respected financial analysts at Morningstar.com. I see no reason whatever for changing these investment positions. This year, for the first time ever, funds from the Melville Society Cultural Project (MSCP) were moved out of interestearning checking and into a mutual fund. In September, approximately 80% of the MSCP funds were invested in the Vanguard Total Bond Index Fund. In the three months since that move took place, this investment has realized a return of 1.84%, an improvement of almost 1.75 % over the account where it had previously been placed.
Our accounts are maintaining strong balances, and our investments have done a good job of withstanding the recent shocks to the market. As I see it, our greatest area of concern at the moment lies in our ability to solicit contributions to our various specialized funds, i.e., the Murray Endowment; the Cohen Fund, and the MSCP.
I. Current Fund Balances and Membership
The General Account of the Melville Society is being maintained in an interestbearing checking account at Citibank. As of the close of business on December 26, 2007, the account balance was $39,517.92. While this balance is considerably less than the $50,956.77 reported last year, the difference is more than accounted for by the transfer of $12,700.00 in MSCP funds out of this account and into a mutual fund.
The General Account of the Society comprises both the general operating funds of the Society and approximately 20 percent of the money earmarked for the Melville Society Cultural Project (MSCP). During the twelve months since the Society's last MLA business meeting, the Society has taken in dues payments in the amount of $13,200, a $1,907.00 increase over last year 's $11,293. In a year when the Society's financial outlook was generally encouraging, essentially the only disappointments concern the downturn in member contributions to the Society's specialized funds. Contributions to the Murray Endowment declined by 27.7 percent, while MSCP donations were off 22.5 percent. In 2008, it would be wise for the Executive Committee to consider ways to stimulate a higher level of contributions to these funds.
II. Investment Performance
The remainder of this report will review the three Society funds that exist independently of our general operating resources. I recommend staying the course with regard to our handling of all of them. All share balances and account values are as of the close of business on December 24, 2007.
A. Murray Endowment
Except for a small amount currently held in cash, the funds of the Murray Endowment are invested in the Dodge & Cox Balanced Fund (DODBX). This fund is one of the largest moderate-allocation funds in existence, with more than $27 billion in assets. During the past year, its Morningstar rating was slightly downgraded from five to four stars, and, indeed, its performance in 2007 did not keep pace with its record in recent years. As of December 24, it had posted a YTD return of 3.4 %, as opposed to 13.50% for the same period last year. Every year from 2000 to 2006, DODBX outperformed at least 75% of the funds in its investing category. That string is almost sure to end this year. As of the last Morningstar analyst's report, issued in July, DODBX trailed 56% of its peers for the year. Much of the relative weakness in the fund's price this year has been due to large investments in Comcast, now the fund's second largest holding, and Motorola Corporation, currently the fund's fourth largest holding. Comcast shares have lost 35.15% of their value this year, and Motorola is off 19.56 percent.
Despite this red ink, however, DODBX continues to enjoy strong respect from financial gurus. Dan Culloton of Morningstar says, "The fund still has what it takes to be a satisfying long-term holding . . . low expenses, seasoned management, admirable stewardship, and a consistent investment philosophy." Moreover, both Comcast and Motorola appear to be turning themselves around after some rough times this year. DODBX's managers are especially confident that Motorola has the global manufacturing and distribution as well as the cash flow to make a strong comeback. Culloton concludes, "This fund will hit bumps now and then, but it will stay on the road. Stick with it."
Another reason for sticking with this fund is that it is now closed to new investors, so investors who get out cannot get back in.
Dodge & Cox remains one of the most respected firms in the industry, and the Balanced Fund's track record has been only mildly tarnished by its underperformance in 2007. I recommend staying the course.
We hold 861.477 shares of DODBX, with a total value of $75,112.18. An additional $275.00 belonging to the Endowment is being held temporarily in the general operating fund, pending imminent transfer. VFIIX has held its value well despite this year's crisis in the sub-prime mortgage market. The fund remained largely unaffected because the Ginnie Mae mortgages in which VFIIX invests are backed by the full faith and credit of the U.S. government and therefore feature less credit risk than other mortgages. Like any bond fund, Vanguard GNMA is vulnerable to inflation. If interest rates should rise, mortgage funds' interest-rate risk would increase, as the likelihood of refinancing drops and the durations of the underlying mortgages extend.
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In sum, Vanguard GNMA continues to offer exceptional stability and a steady rate of return and remains ideally suited to the objectives of the Cohen Fund.
We own 496.556 shares of VFIIX, with a total value of $5,109.56. 
C. Melville Society Cultural Project (MSCP)
The Melville Society's most significant financial move in 2007 was the reinvestment of approximately 80% of the Cultural Project funds. Prior to this change, all of the Cultural Project's funds had been held in the Society's general operating fund, an interest-earning checking account that offers an annual return of only 0.4%. Before 2007, no determination had ever been made as to the long-term investment of MSCP monies. At our business meeting last year, I recommended moving the MSCP into a diversified bond fund, where it might be expected to earn a more robust rate of return. I suggested two such funds: the Vanguard Total Bond Market Index (VBMFX) and PIMCO's Low Duration Institutional Fund (PTLDX). At the Executive Committee meeting at the Szczecin conference, I raised the issue again and received authorization to go ahead with a transfer of funds. However, because mutual funds often prescribe a minimum amount for each check written against them, the Committee decided that only 80% of the funds should be transferred, thus maintaining a small ready reserve in the general operating fund to cover smaller expenses.
In mid September, I sent a check for $12,700.00 from the general fund to Vanguard and, on September 19, received confirmation that we had purchased. 1271.271 shares of Vanguard Total Bond Market Index (VBMFX) @ $9.99 per share.
Thus far, the move appears to have been a good one. The fund has a four-star rating from Morningstar. In his report of December 3, Morningstar analyst Michael Herbst wrote, "This fund has been nearly perfect lately." Having sagely avoided exposure in the sub-prime mortgage market, VBMFX has considerably outdistanced one of its formidable direct competitors, Fidelity U.S. Bond Index, and added further value by buying new corporate bonds at a discount before they entered the index. VBNFX has posted a YTD return of 6.69% -2.03% better than its category average. As of December 24, the share price of the fund stood at $10.07.
We own 1284.378 shares of VBMFX, with a total value of $12,933.69 -a 1.84% increase since the date of purchase. The portion of the MSCP still in the general operating account is valued at $3483.20. The MSCP therefore currently totals $16,416.89. 
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